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SUBJECT: Personal Exenption Credit/lncreases Anmount of Credit for Dependents to
$314 for Taxable Years Beginning on or after January 1, 2000

SUMVARY

Under the Personal Incone Tax Law (PITL), this bill would increase the dependent
exenption credit from $227 to $314.

EFFECTI VE/ OPERATI VE DATE

As a tax levy, this bill would be effective i mediately upon enactnent and woul d
apply to taxable years begi nning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 2797 (Stats. 1998, Chap. 322) increased the dependent exenption credit from
$120 to $253 in 1998 and from $222 to $227 in 1999 and i ndexed the exenption
credit for inflation thereafter. AB 1140 (Stats. 1999, Chap. 196) raised the

i ncone threshol d under which taxpayers are required to file an incone tax return
by taking into account both the senior exenption credit and the recent increases
in the dependent exenption credit.

AB 2400 (2000) al so would increase the dependent exenption amount to $314.

SPECI FI C FI NDI NGS

Exi sting federal |aw provides various personal and dependent exenptions subject
to certain incone [imtations. These exenptions are treated as deductions from
adj usted gross income (Ad). Exenption deductions begin to phase out for high

i ncone taxpayers over specified anounts.

The federal Taxpayer Relief Act of 1997 (TRA of 1997) provides a child tax credit
of $400 for 1998 and $500 for 1999 and each year thereafter for each qualifying
child. “Qualifying child” is defined as any individual (1) for whomthe taxpayer
is allowed the dependent exenption deduction, (2) who is under the age of 17, and
(3) who bears the sane relationship to the taxpayer as that required under the
relationship test for the federal earned incone credit. “Qualifying child” does
not include individuals who are not citizens or nationals of the United States
unl ess they are residents of the United States.
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This federal child tax credit is phased out for taxpayers with adjusted gross
i ncone above specified levels. For taxpayers with three or nore qualifying
children, the credit is limted to the greater of (1) the excess of regul ar
as defined.
Any credit anmount in excess of these limtations, reduced by the anpunt of
alternative mninumtax paid, will be refunded to the taxpayer.

over tentative mninmumtax, or (2) the alternative credit anmount,

Exi sting state | aw provides various exenption credits against tax,

personal exenption credit and exenption credits for dependents,
and i ndividuals 65 or older. These exenption credits are not deductions from
tax. The exenption credit

anmount is indexed annually for inflation. The amobunt of exenption credits for

AG, as under federal |aw, but are credits agai nst

the 1999 tax year is $227 for the dependent credit and $72 for al

exenption credits.

Exenption credits begin to phase out at federal AG

amounts |isted bel ow

t ax

i ncluding a

ot her

| evel s in excess of the

Filing Status AG (1999)
Single/Married Filing Separate $119, 813
Head of Househol d $179, 720
Married Filing Joint/Qualifying $239, 628
W dow( er)

bl i nd persons,

Under existing federal and state |law, individuals with gross incone and adj usted

gross incone below the applicable filing thresholds are not

i ncome tax return since the standard deducti on and
or credit would result in zero tax liability.

1999 State filing requirenments for nost people:

required to file an

personal exenption deduction

On 12/31/99, ny And on California Goss Incone [fCalifornia Adjusted
filing status 12/31/99, ny G oss | ncone
was: age was:
Dependent s Dependent s
0 1 2 or 1 2 or
nor e nor e

Single O Under 65 10, 899 | 18, 466 | 24, 141 16, 286 | 21, 961
Head of Household | 65 or ol der 14,499 | 20,174 | 24,714 17,994 | 22,534
Married filing Under 65 21,798 | 29,365 | 35,040 25,005 | 30, 680
joint or (bot h spouses)
Married filing 65 or ol der 25,398 | 31,073 | 35,613 26,713 | 31, 253
separat e (one spouse)

65 or older | 53 998 | 34,673 | 39, 213 30,313 | 34, 853

(both spouses)
Qual i fying Under 65 18, 466 | 24, 141 16, 286 | 21, 961
wi dow( er) 65 or ol der 20,174 | 24,714 17,994 | 22,534
Dependent of Under 65 More than your standard deduction
anot her person — 65 or ol der More than your standard deduction

Any filing status
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This bill would increase the dependent exenption credit amount from $227 to $314
for the 2000 taxable year and thereafter. This increased credit anounts woul d
continue to be subject to indexing and the above AG limtations.

Through interaction with existing state law, this bill would cause the filing

thresholds to be raised, thus increasing the nunber of taxpayers who do not need
to file an incone tax return.

| npl ement ati on Consi derati ons

I mpl ementing this bill would occur during the departnent’s normal annual
updat es.

Techni cal Consi der ati ons

The existing |l aw requires the dependent exenption credit to be indexed for
inflation for years beginning January 1, 2000. Therefore, the increased
exenption armount in this bill would have to be indexed for inflation in
2000. If it is the author’s intent to have taxpayers claima dependency
exenption credit of $314 in 2000, the existing | anguage needs to be anended
to state that indexing would begin in 2001

FI SCAL | MPACT

Depart nental Costs

I mpl ementation of this bill would not significantly inpact the departnent’s
costs.

Tax Revenue Esti mate

Revenue | osses under the Personal | ncone Tax Law are estimated as foll ows:

Revenue | npact SB 2114
For Taxabl e Year Begi nning 1/1/2000
Assunmed Enactnent After 6/30/00
(In MI1ions)
2000-1 2001- 2 2002- 3
- $455 - $350 -$370

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis proposal

Tax Revenue Di scussi on

The inpact of this bill would depend upon the nunber of taxpayers eligible
to claimadditional dependent exenmption credits, the average credit clained
and the average credit applied against tax liabilities. The revenue
estimate is based on the increase to $314, for taxable year begi nning
January 1, 2000. Beginning 2001 and thereafter, the amount is indexed for
inflation.
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The above estimates are based on the departnent’s | atest personal incone tax
nmodel . For the 2000 tax year approximately 2.6 mllion tax filers would
benefit fromtax reductions as a result of this proposal.
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